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The Alaska Student Loan Corporation (Corporation) functions as a lender and as a 
partner with the Alaska Commission on Postsecondary Education in servicing its 
education loans.  The following is a discussion and analysis of the Corporation’s financial 
performance, providing an overview of the activities for the fiscal year ended June 30, 
2005.  This discussion and analysis contains other supplementary information in addition 
to the basic financial statements for the year ended June 30, 2005.  Please read it in 
conjunction with the Corporation’s financial statements and the notes to financial 
statements, which follow this section. 

 
Financial Highlights 

 
• The Corporation’s total assets at June 30, 2005 are approximately $955.5 million, 

a decrease of $25.1 million or 2.6% from June 30, 2004. 
 

• The Corporation’s long-term debt increased by $6.4 million during fiscal year 
2005, which represents the net difference between new issues and payments of 
outstanding debt.  During the year the Corporation issued bonds in the amount of 
$88.3 million. 

 
• The assets of the Corporation exceed its liabilities at the close of the fiscal year by 

$168.9 million (reported as net assets), a decrease in net assets of $82.6 million or 
33% over June 30, 2004. 

 
• The Corporation’s education loans receivable is $591.1 million at year-end, an 

increase of $13.9 million during the year. 
 
• The Corporation’s operating revenue is $34 million, a decrease of $4.7 million 

during the year. 
 
• The Corporation’s interest expense was $22.8 million during the year. 
 
• The Corporation’s expenses related to operations was $10.3 million during fiscal 

year 2005. 
 

Overview of the Financial Statements 
 
The Corporation is an enterprise fund of the State of Alaska.  As such, the Corporation’s 
financial statements are prepared in conformity with accounting principles generally 
accepted in the United States as applied on an accrual basis.  Under the accrual method of 
accounting, the same method used by private sector businesses, revenues are recognized 
in the period in which they are earned and expenses are recognized in the period in which 
they are incurred.  The three basic financial statements of the Corporation are as follows: 
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Balance Sheets - This statement presents information regarding the Corporation’s assets, 
liabilities and net assets.  Net assets represent the total amount of assets less the total of 
liabilities.  The Balance Sheets classify assets, liabilities, and net assets as current, non-
current, and restricted. 
 
Statement of Revenues, Expenses, and Changes in Net Assets – This statement presents 
the Corporation’s interest income, costs of funds, operating expenses, and changes in net 
assets for the fiscal year. 
 
Statement of Cash Flows – This statement presents cash flows from operations, non-
capital financing, capital, and investing activities.  The Corporation presents its cash 
flows statement using the direct method of reporting operating cash flows. 
 

Financial Analysis 
 
The following condensed financial information is derived from the Corporation’s 
financial statements and reflects the Corporation’s changes during the fiscal year: 
 

      Percentage  
  2005  2004  Change 

Assets:       
  Current assets $ 42,094,245  33,673,030         25% 
  Restricted assets  913,400,255  946,898,907  (   4%) 
              Total assets  955,494,500  980,571,937  (   3%) 
Liabilities:       
  Current liabilities payable  
    from unrestricted assets 

  
8,840,497 

  
16,863,415 

  
( 48%) 

  Current liabilities payable  
    from restricted assets 

  
198,457,953 

  
173,057,240 

  
15% 

  Non-current liabilities payable  
  from restricted assets 

  
579,328,180 

  
539,175,590 

  
  7% 

               Total liabilities  786,626,630  729,096,245    8% 
Net assets:       
  Restricted net assets  135,614,122  234,666,077  ( 43%) 
  Unrestricted net assets  33,253,748  16,809,615   98% 
               Total net assets $ 168,867,870  251,475,692  ( 33%) 
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The Corporation’s education loan revenue bonds to fund loans originated in the 2005-
2006 school year will be issued in July 2005, verses the prior year’s issuance which was 
done in June 2004, resulting in a lower investment balance at June 30, 2005 than that of 
June 30, 2004.   
 
Origination fees in the amount $6.5 million were used to cover loan losses and as a result 
the deferred credit account under the current liabilities section is reduced. 
 
The Corporation issued the 2005 State Project Revenue bonds in the amount of $88.3 
million to pay for $85 million of projects for the State.  This payment is a return of 
capital provided by the State for the creation of the Corporation.  Restricted net assets 
decreased from the prior year as a result of the return of capital payable declared based on 
the statutory formula.  These payments are payable to the State in fiscal year 2006. 
 
The Corporation’s 2005 State Project Trust created in the current year required less 
collateral than expected leaving a higher balance of unrestricted investments for program 
expenditures than that of the prior year. 
 

      Percentage  
  2005  2004  Change 

       
Operating revenue-loan interest income $ 33,996,765  38,657,784  (12%) 
Operating expenses  (16,087,910)  (13,821,508)  (16%) 
Non-operating expense, net  (12,416,677)  (15,793,363)  21% 
Income before return of capital  5,492,178  9,042,913  (39%) 
Return of capital  (88,100,000)  (80,600,000)  (  9%) 
Decrease in net assets  (82,607,822)  (71,557,087)  (15%) 
Net assets – beginning  251,475,692  323,032,779  (22%) 
Net assets – ending $ 168,867,870  251,475,692  (33%) 
 
The Corporation provides interest rate reduc tions or rebates to borrowers with qualified 
loans (see AlaskAdvantage® Borrower Benefit Program below).  Loan interest income 
decreased as more loans became eligible for benefits offered under the program. 
 
Interest income from investments, which is reported as a non-operating item, increased 
$5.9 million from the previous year as a result of higher market interest rates. 
 
The return of capital represents payments to the State of Alaska as allowed for by statute.  
An annual payment as determined by the Corporation’s Board of Directors is based on 
the amount of the Corporation’s income before return of capital payment during the fiscal 
year ending two years before the end of the fiscal year in which the payment is to be 
made.  Additionally, the Corporation issued bonds in fiscal years 2005 and 2004 to 
finance projects of the State of Alaska. 
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Corporation Activities and Conditions Affecting Financial Position 
 
The Alaska Commission on Postsecondary Education (Commission) administers the 
Corporation’s programs.  Operating expenditures of the Commission are subject to 
budgetary appropriation.  The Corporation reimburses the Commission for such 
expenditures that relate to the program administration and are permitted under the bond 
indentures of the Corporation. 
 
The purpose of the Corporation’s programs is to lower costs for Alaskans pursuing 
education and training at a postsecondary level and for other qualified individuals 
attending postsecondary institutions in the State. 
 
Historically, the Corporation has provided various alternative education loan programs 
under the umbrella title of the Alaska Student Loan Program.  The Corporation modified 
and broadened its program offerings beginning in the 2002-2003 academic year by 
implementing a successor program, the AlaskAdvantage® Loan Program, which includes 
Federal Family Education Loan Program (FFELP) loans governed by the Higher 
Education Act.  The Corporation also replaced its fixed rate alternative loan, the Alaska 
Student Loan, with a variable rate alternative loan, the Alaska Supplemental Education 
Loan (ASEL). 
 
To accommodate FFELP lending, the Commission secured the status of “eligible lender” 
under the Higher Education Act and entered into various agreements with Northwest 
Education Loan Association, to serve as the Commission’s “eligible guarantor” under the 
Higher Education Act.  Loans authorized under the Higher Education Act which the 
Corporation is funding include Subsidized Stafford, Unsubsidized Stafford, and PLUS 
loans.  The Higher Education Act provides for federal (i) insurance or reinsurance of 
eligible loans, (ii) interest subsidy payment to eligible lenders with respect to certain 
Subsidized Stafford loans, and (iii) special allowance payments representing an 
additional subsidy paid by the Secretary of the U.S. Department of Education to holders 
of eligible loans.  For a loan loss to be eligible for reimbursement to a lender by a 
guarantor the loan must be serviced according to standards set by federal statutes and 
regulations. 
 
The interest rate on FFELP loans is variable, reset annually each July 1. Subsidized 
Stafford and unsubsidized Stafford loans which are in in-school, grace, and deferment 
periods bear interest at a rate equivalent to the 91-day T-bill rate plus 1.7%, with a 
maximum rate of 8.25%.  Subsidized Stafford and unsubsidized Stafford loans in all 
other periods bear interest at a rate equivalent to the 91-day T-bill rate plus 2.3%, with a 
maximum rate of 8.25%.  PLUS loans bear interest at a rate equivalent to the 91-day T-
bill rate plus 3.1%, with a maximum of 9%. 
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In April 2004, the Corporation began offering a new federal consolidation loan for any 
borrower already having a loan with the Corporation.  Federal consolidation loans bear 
interest at a rate equal to the weighted average of the interest rates of the loans 
consolidated, rounded to the nearest higher one-eight of 1%, with a maximum rate of 
8.25%. 
 
The interest rate for the ASEL is adjusted annually on or after June 1 and effective for 
twelve months beginning July 1.  According to State statute, the variable interest rates are 
to be based on the bond equivalent rate of 91-day T-bill auctioned at the final auction 
held before June 1 of the loan year plus up to 2.8% and are to be capped at 8.25%. 
 
In fiscal year 2003, the Corporation offered a new supplemental consolidation loan to 
borrowers who had two or more fixed rate Alaska Student Loans. The supplemental 
consolidation loan criteria was expanded to include any supplemental loan of the 
Corporation except the Family Education Loan.  The supplemental consolidation loans 
accrue interest at fixed rates between 5.8% and 6%. 
 
The AlaskAdvantage® Program was structured to provide eligible borrowers with low 
cost financial aid options.  It encourages students to take advantage of federal aid 
resources to maximize their grant and lowest cost loan options prior to tapping into 
alternative loan sources.  The federal loan program allows borrowers to create a serialized 
note with a given lender. 
 
Between fiscal years 2004 and 2005, the Corporation saw a 5.6% increase in loan 
originations and continues to have the highest volume of federal loan awards in the state 
as compared to other federal education loan providers in Alaska.  The Corporation’s 
federal loan originations, excluding federal consolidation loans, increased by 29.7% 
between fiscal years 2004 and 2005.  $4.3 million of federal consolidation loans were 
originated in fiscal year 2005 as compared to $448,639 in fiscal year 2004. 
 
AlaskAdvantage® Financing: 
 
To facilitate financing the program, the Corporation will issue $58.3 million of tax-
exempt, limited obligation, education loan revenue bonds under the 2002 Master Trust 
Indenture on July 28, 2005.   
 
AlaskAdvantage® Borrower Benefits: 
 
Under the AlaskAdvantage® Program the Corporation’s Board of Directors has approved 
various loan benefit features that provide incentives and rewards to borrowers who 
participate in the program. 
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Under the AlaskAdvantage® Borrower Benefit Program, effective July 1, 2005 through 
June 30, 2006, borrowers with qualified loans held by the Corporation will be eligible for 
certain interest rate reductions or rebates on any such loan. 
 
Borrower Benefit Program offerings are subject to the availability of funds and annual 
modifications or termination by the Corporation at its discretion provided, however, that 
any changes do not adversely effect the credit rating of certain bonds issued by the 
Corporation. 
 

Contacting the Corporation’s Financial Management 
 

This financial report is designed to provide our customers, investors, and creditors with a 
general overview of the Corporation’s finances and to demonstrate the Corporation’s 
accountability for its assets.  If you have any questions about this report or need 
additional financial information, contact the Finance Officer of the Corporation at (907) 
465-6757. 
 



ELGEE REHFELD MERTZ, LLC 
CERTIFIED PUBLIC ACCOUNTANTS 

9309 Glacier Highway, Suite B-200  •  Juneau, Alaska  99801 
907.789.3178  •   FAX 907.789.7128  •  www.ermcpa.com 
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INDEPENDENT AUDITORS’ REPORT 
 
 

The Board of Directors 
Alaska Student Loan Corporation: 
 
We have audited the accompanying basic financial statements of the Alaska Student Loan Corporation 
(Corporation), a component unit of the State of Alaska, as of and for the years ended June 30, 2005, and 
2004, as listed in the table of contents. These financial statements are the responsibility of the 
management of the Corporation. Our responsibility is to express an opinion on these financial statements 
based on our audits.   
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America, and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also inc1udes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects the 
financial position of the Alaska Student Loan Corporation as of June 30, 2005, and 2004, and the results 
of its operations and its cash flows for the years then ended in conformity with accounting principles 
generally accepted in the United States of America. 
 
The Management’s Discussion and Analysis on pages 1 through 6, is not a required part of the basic 
financial statements but is supplementary information required by the Governmental Accounting 
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the supplementary information. 
However, we did not audit the information and express no opinion on it. 
 
In accordance with Government Auditing Standards, we have also issued a report dated September 9, 
2005, on our consideration of the Corporation’s internal control over financial reporting and our tests of 
its compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral 
part of an audit performed in accordance with Government Auditing Standards and should be read in 
conjunction with this report in considering the results of our audit. 
 

 
 
 
September 9, 2005 



2005 2004
Current assets:

Investments (note 3) $ 41,939,549   33,505,415  
Accrued interest receivable 154,696   167,615  

Total current assets 42,094,245   33,673,030  

Restricted assets:
Cash (note 3) 1,486,711   3,717,962  
Investments (note 3) 402,159,490   445,425,042  
Loans receivable (note 4) 591,116,455   577,248,263  
Less allowance for:

Doubtful loans (note 5) (103,356,058)  (99,333,011) 
Forgiveness (note 6) (2,644,986)  (2,396,055) 
Net loans receivable 485,115,411   475,519,197  

Accrued interest receivable, net of forgiveness allowance of
$725,122 and $708,964 in 2005 and 2004, respectively 17,380,522   15,979,993  

Due from U.S. Department of Education 1,144,631   390,266  
Bond issuance cost, net of accummulated amortization of

$3,886,007 and $4,742,811 in 2005 and 2004, respectively 6,113,490   5,866,447  
Total restricted assets 913,400,255   946,898,907  
Total assets $ 955,494,500   980,571,937  

(Continued)

See accompanying notes to the financial statements

Assets

ALASKA STUDENT LOAN CORPORATION

(a Component Unit of the State of Alaska)

Balance Sheets

June 30, 2005 and 2004
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2005 2004
Liabilities:
Current liabilities payable from unrestricted assets:

Accounts payable $ 361,735   153,263  
Due to State of Alaska 420,637   418,868  
Warrants outstanding 8,527   97,718  
Deferred credit (note 2) 4,949,598   10,593,566  
Return of capital payment declared (note 11) 3,100,000   5,600,000  

Total current unrestricted liabilities 8,840,497   16,863,415  

Current liabilities payable from restricted assets:
Accounts payable 5,047   37,100  
Due to State of Alaska —   69,773  
Warrants outstanding (note 4) 423,056   489,548  
Return of capital payment declared (note 11) 134,299,263   75,000,000  
Bond interest payable 10,072,794   9,742,396  
Current portion of arbitrage rebate payable (note 8) 182,793   258,423  
Current portion of bonds payable (note 7) 53,475,000   87,460,000  

Total current liabilities 198,457,953   173,057,240  

Noncurrent liabilities payable from restricted assets:
Arbitrage rebate payable (note 8) 385,025   596,969  
Bonds payable, net of bond premiums/discounts (note 7) 578,943,155   538,578,621  

Total noncurrent liabilities 579,328,180   539,175,590  
Total liabilities 786,626,630   729,096,245  

Commitments and contingencies (note 11) —   —  

Net assets:
Restricted net assets 135,614,122   234,666,077  
Unrestricted net assets (note 2) 33,253,748   16,809,615  

Total net assets 168,867,870   251,475,692  
Total liabilities and net assets $ 955,494,500   980,571,937  

See accompanying notes to the financial statements

June 30, 2005 and 2004

Liabilities and Net Assets

ALASKA STUDENT LOAN CORPORATION

(a Component Unit of the State of Alaska)

Balance Sheets

- 9-



2005 2004

Operating revenue - interest income - student loans $ 33,996,765   38,657,784  

Operating expenses:
Provision for:

Loan losses (note 5) 5,048,581   4,439,205  
Forgiveness (note 6) 736,098   418,148  

Operations 10,303,231   8,964,155  
Total operating expenses 16,087,910   13,821,508  
Operating income 17,908,855   24,836,276  

Nonoperating revenue (expense), excluding special item:
Interest income from investments 11,196,953   5,318,342  
Interest expense (22,827,011)  (19,651,902) 
Arbitrage rebate 54,994   (301,993) 
Amortization of bond issuance costs (841,613)  (1,157,810) 

Net nonoperating expense (12,416,677)  (15,793,363) 
Income before return of capital ("statutory net income") 5,492,178   9,042,913  

Return of capital (note 11) (88,100,000)  (80,600,000) 
Change in net assets (82,607,822)  (71,557,087) 

Total net assets-beginning 251,475,692   323,032,779  
Total net assets-ending $ 168,867,870   251,475,692  

See accompanying notes to the financial statements

Years ended June 30, 2005 and 2004

ALASKA STUDENT LOAN CORPORATION

(a Component Unit of the State of Alaska)

 Statements of Revenue, Expenses

and Changes in Net Assets

- 10 -



2005 2004
Cash flows from operating activities:

Principal repayments received on loans $ 49,798,647   50,393,983  
Interest received on loans 25,081,710   27,433,141  
Other cash receipts 1,495,261   1,372,929  
Loans originated (64,668,614)  (60,632,108) 
Cash paid to Alaska Commission on Postsecondary
  Education for operating expenses (9,980,250)  (8,899,131) 

Net cash provided by operating activities 1,726,754   9,668,814  

Cash flows from noncapital financing activities:
Proceeds from issuance of bonds —   116,058,226  
Bond issue costs (50,342)  (850,350) 
Interest paid on bonds (20,954,333)  (19,855,326) 
Principal payments on bonds (81,495,000)  (47,005,000) 

Net cash provided by (used for) noncapital 
  financing activities (102,499,675)  48,347,550  

Cash flows from investing activities:
Interest received on investments 10,618,695   5,833,083  
Investments matured 6,920,039,252   1,475,928,788  
Investments purchased (6,886,109,480)  (1,612,684,550) 

Net cash provided by (used for) investing activities 44,548,467   (130,922,679) 

Cash flows from capital activities:
Proceeds from issuance of bonds 94,254,660   77,508,799  
Bond issue costs (1,038,314)  (763,790) 
Interest paid on bonds (1,957,406)  —  
Principal payments on bonds (5,965,000)  —  
Return of capital payments (31,300,737)  (5,000,000) 

Net cash provided by capital activities 53,993,203   71,745,009  

Net decrease in cash (2,231,251)  (1,161,306) 

Cash at beginning of period 3,717,962   4,879,268  

Cash at end of period $ 1,486,711   3,717,962  

(Continued)
See accompanying notes to the financial statements

ALASKA STUDENT LOAN CORPORATION

(a Component Unit of the State of Alaska)

Statements of Cash Flows

Years ended June 30, 2005 and 2004
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2005 2004
Reconciliation of operating income to net cash
   provided by operating activities:

Operating income $ 17,908,855   24,836,276  

Adjustments to reconcile operating income to net cash 
   provided by operating activities:

Increase in net loans receivable (9,596,214)  (7,894,074) 
Increase in net accrued interest receivable on loans (140,286)  (3,598,985) 
Increase in other assets (754,365)  (261,984) 
Increase (decrease) in accounts payable 176,419   (19,132) 
Increase (decrease) in due to State of Alaska (68,004)  107,877  
Decrease in warrants outstanding (155,683)  (71,861) 
Decrease  in deferred credit (5,643,968)  (3,429,303) 

(16,182,101)  (15,167,462) 
Net cash provided by operating activities $ 1,726,754   9,668,814  

Summary of noncash transactions that affect
   recognized assets and liabilities:

Provision for loan loss and forgiveness $ (5,784,679)  (4,857,353) 
Provision for lost interest and forgiveness (3,576,425)  (1,392,766) 
Write-off of uncollectible loans 7,537,473   5,828,682  
Forgiveness granted - principal (487,167)  (314,123) 
Forgiveness granted - interest (115,947)  (77,651) 
Bond premium (discount) amortization 415,126   (24,478) 
Bond issuance cost amortization (841,613)  (1,157,810) 
Deferred credit used for loan loss 6,511,939   4,493,091  
Deferred credit amortization 418,705   262,782  
Interest capitalization 8,073,000   7,747,246  
Unrealized loss on investments (901,646)  (1,071,811) 

See accompanying notes to the financial statements

Years ended June 30, 2005 and 2004

ALASKA STUDENT LOAN CORPORATION

(a Component Unit of the State of Alaska)

Statements of Cash Flows
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(1) Authorizing Legislation and Organization 

The Alaska Student Loan Corporation (Corporation), a component unit of the State of Alaska, was created 
in 1987 by an act of the State of Alaska Legislature (Legislature).  The purpose of the Corporation is to 
provide low-interest education loans to Alaskans.  The Corporation is authorized, with certain limitations, to 
issue its own bonds and other obligations in such principal amounts as, in the opinion of the Corporation, will 
be necessary to provide sufficient funds for carrying out its purpose.  All obligations so issued shall not be 
deemed to constitute a debt of the State of Alaska (State). 

The State Governor appoints the Corporation’s Board of Directors and the staff of the Alaska Commission 
on Postsecondary Education (Commission) administers the Corporation.  The Commission’s budget provides 
for reimbursement from the Corporation for operating and capital expenses.  The Commission’s budget is 
subject to review and approval from both the executive and legislative branches of the State. 

The State has provided education loans through various programs since 1968.  Prior to the creation of the 
Corporation, substantially all such loans were recorded in the Scholarship Revolving Loan Fund and Teacher 
Scholarship Loan Fund (Funds) of the State.  In April 1988, by act of the Legislature, the assets, liabilities, 
and equities of the Funds were transferred to the Corporation effective December 30, 1987. 

Loans are financed through the issuance of tax-exempt bonds or with recycled principal and interest 
repayments.  The bonds outstanding are payable primarily from interest and principal repayments on the 
financed loans as specified in the underlying resolutions authorizing the sale of bonds. 

(2) Summary of Significant Accounting Policies 

(a)  Fund Accounting 

The financial activities of the Corporation, which are restricted by the Corporation’s bond indentures 
and the requirements of the Legislature, are recorded in various funds as specified in such 
instruments or necessitated by appropriation requirements or sound fiscal management.  The funds 
are combined for financial statement purposes and there are no significant interfund transactions.  
The Corporation’s funds are considered to be enterprise funds for financial reporting purposes with 
revenues recognized when earned and expenses when incurred. 

(b) Standard Application 

As allowed by the Government Accounting Standards Board Statement No. 20 (GASB 20), 
Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities 
That Use Proprietary Fund Accounting, the Corporation has elected not to apply Statements and 
Interpretations issued by the Financial Accounting Standards Board after November 30, 1989. 

(c) Fiscal Year 

The Corporation’s fiscal year begins July 1 and ends June 30, consistent with the State’s fiscal year. 



ALASKA STUDENT LOAN CORPORATION 
(a Component Unit of the State of Alaska) 

Notes to Financial Statements 

June 30, 2005 and 2004 

    -14-

(d) Management Estimates 

In preparing the financial statements in accordance with generally accepted accounting principles, 
management is required to make estimates and assumptions that affect the reported amounts of 
assets, liabilities, revenues, and expenses.  Actual amounts could differ from those estimates.  The 
more significant accounting and reporting policies applied in the preparation of the accompanying 
financial statements are discussed below. 

(e) Loans 

Loans represent education loans issued through the AlaskAdvantage® Loan Programs, which 
include Alaska Supplemental Loans, Teacher Education Loans (TEL), Family Education Loans 
(FEL), (collectively referred to as supplemental loans), and federally guaranteed Stafford, PLUS 
and Consolidated loans.  The terms of the loans vary depending on the year of inception and loan 
type.  Interest accrues at fixed and variable rates ranging from 2.77% to 9% and is generally 
determined by loan type and issue date.  The Corporation offers borrower benefits, which reduce 
the interest costs for eligible borrowers.  The borrower benefit offerings are approved by the 
Corporation Board of Directors annually and may vary from year-to-year. 

A borrower of TEL can obtain up to 100% forgiveness of loan principal and interest if the borrower 
teaches in rural Alaska for periods specified by the program. 

For certain supplemental loans awarded prior to July 1, 1987, borrowers can obtain forgiveness for 
up to 50% of loan principal and interest if the borrower resides in Alaska for specified periods upon 
successful completion of the program of study for which the loan was awarded. 

(f) Allowance for Doubtful Loans 

The allowance for doubtful loans represents management’s estimate, based on experience, of all 
loans that will ultimately be uncollectible.  The Corporation charges off supplemental loans to the 
allowance upon death, bankruptcy as allowed by law, total disability of the borrower, or when a 
payment has not been received for five years on loans not in deferment. 

(g) Interest on Education Loans 

Interest on education loans is accrued when earned.  For federally guaranteed subsidized loans, 
interest from the disbursement date of the loan until a date that is six months after the student 
withdraws from school (plus any authorized deferment periods) is billed to and paid by the U.S. 
Department of Education under the Federal Family Education Loan Program.  The borrower pays 
interest subsequent to that date.  For non-subsidized federally guaranteed loans and for all 
supplemental loans issued after June 30, 2002 interest from the disbursement date is paid by the 
borrower. 

Certain supplemental loans are non-interest bearing while the borrower is completing eligible studies.  
All state supplemental loans issued prior to July 1, 1996 are non-interest bearing during approved 
periods of deferment and postponement.  Loans issued prior to July 1, 1987 are also non-interest 
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bearing during a one-year grace period following completion of studies and a six-month sub-grace 
period following an approved deferment.  Non-interest bearing loans are approximately $22,774,663 
at June 30, 2005. 

Historical rates are used to determine the allowance for doubtful interest.  The allowance for 
doubtful interest is approximately $20,500,000 and $21,500,000 as of June 30, 2005 and 2004, 
respectively.  The provision for doubtful interest is a reduction of interest income and was 
approximately $3,444,000 and $1,340,000 for the years ended June 30, 2005 and 2004, respectively. 

(h) Deferred Credit 

Borrowers who received supplemental loans after June 30, 1994 were charged an origination fee of 
1%, 3% or 5%, generally determined by loan issue date.  Its purpose is to offset loan losses due to 
death, disability, bankruptcy or default of borrowers charged the origination fee.  The origination fee 
is recognized as revenue using the straight-line method equal to the loan repayment period and 
assumes repayment begins the year following origination.  The allowance for doubtful loans has 
been reduced by the unamortized deferred credit. 

(i) Allowance for Forgiveness 

The allowance for forgiveness represents management’s estimate, based on experience of the loan 
forgiveness that will ultimately be applied for and granted. 

(j) Bond Issuance Costs 

Bond issuance costs include underwriters’ fees and other costs incurred in connection with the 
issuance of bonds and are amortized using the straight-line method. 

(k) Bond Discounts/Premiums and Deferred Amounts on Refundings 

Bond discounts, premiums and deferred amounts on refundings are amortized using the straight-line 
method. 

(l) Income Taxes 

The Corporation, as a government instrumentality, is exempt from federal and state income taxes. 

(m) Investments 

The Corporation carries all investments at fair value. 

(n) Unrestricted Net Assets 

Unrestricted net assets represent assets of the Corporation not pledged as collateral for specific 
bond indentures.  GASB Statement No. 34 requires assets restricted by statute to be reported as 
unrestricted.  Assets restricted by statute are approximately $31,200,000 and $29,200,000 at June 30, 
2005 and 2004, respectively. 
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(3) Cash and Investments  

(a) Cash 

Cash at June 30, 2005 is $1,486,711 consisting mainly of deposits held in trust.  Cash is restricted by 
bond resolutions. 

(b) Investments 

The fair value as of June 30, 2005 of the Corporation’s investments, a majority of which are 
restricted by bond resolutions and statutory agreements, is shown below: 

Restricted  $ 402,159,490 
Unrestricted  41,939,549 
 $ 444,099,039 

 
Restricted investments include amounts specifically designated for financing education loans.  At 
June 30, 2005 the investments available for financing education loans total $42,086,687. 

 
 The Corporation invests in the State’s General Fund and Other Non Segregated Investments Pool 

(GeFONSI).  GeFONSI consists of investments in the State’s Short-term and Intermediate-term 
Fixed Income Pools. 

Non-pooled  $ 428,080,323 
Pooled   16,018,716 
 $ 444,099,039 

 
The fair value as of June 30, 2005 of debt security investments by contractual maturity is shown 
below.  Expected maturities may differ from contractual maturities because borrowers may have 
the right to call or prepay obligations with or without penalty. 

Investment Maturities (in Years) 

  Less than 1 1-5 6-10 More than 10 Total 
Interest earning 
   investment contracts1 

 
$ 

 
15,010,000 

 
8,222,000 

 
21,687,500 

 
7,514,000 

 
52,433,500 

U.S. Treasury securities  1,806,138 39,990,920 1,046,012 1,021,611 43,864,681 
U.S. Government 
   agencies securities 

  
180,801,195 

 
42,371,807 

 
1,060,847 

 
259,562 

 
224,493,411 

Corporate bonds  302,124 1,081,750 1,077,481 1,597,629 4,058,984 
Asset-backed securities  — — — 7,407,634 7,407,634 
Money market funds  95,822,113 — — — 95,822,113 
Total investments $ 293,741,570 91,666,477 24,871,840 17,800,436 428,080,323 

 
 1 This includes repurchase agreements and investment contracts with third-parties.  
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(c) Investment Policies 

The Corporation utilizes different investment strategies depending upon the nature and intended use 
of the assets being invested.  All funds are classified as pledged or non-pledged and are managed 
either by staff or by external investment managers.  All of these factors determine the applicable 
investment guidelines used when making investment decisions.  The Corporation's investment 
policies provide investment guidelines for non-pledged funds. 

 The following securities are eligible for investment under the Corporation’s investment 
policies: 

• Debt instruments issued by the U.S. Government, its Agencies and Instrumentalities. 

• Investment contracts and repurchase agreements with a corporation or other entity which has 
a long-term debt rating of at least A3 by Standard and Poor’s (S&P) or A- by Moody’s and 
where collateral is maintained at a minimum level of 102% when using direct obligations of the 
U.S. Treasury or 103% when using allowable agency securities. 

• Guaranteed investment contracts with a corporation or other entity which has a long-term debt 
rating of at least A3 by Standard and Poor’s (S&P) or A- by Moody’s.  The contract maturity 
is limited to five years or less. 

• Investments in a money fund rated AAAm or AAAm-G or better by Standard & Poor’s and 
Aaa by Moody’s. 

In addition to the above guidelines, the following apply to non-pledged funds managed by an external 
investment manager: 

• General obligations of any state or municipality with a published rating of A or better, and debt 
instruments that have been issued by domestic entities rated A or above by both S&P and 
Moody’s or the equivalent by another nationally recognized rating agency, and dolla r 
denominated debt instruments of comparable quality issued by non-domestic entities. 

• Government National Mortgage Association, the Federal National Mortgage Association or the 
Federal Home Loan Mortgage Corporation mortgage backed instruments as well as asset-
backed securities. 

• Certificates of deposit and term deposits of United States Domestic financial institutions which 
are members of the Federal Deposit Insurance Corporation provided that such entities have the 
highest credit rating assigned by a nationally recognized rating service, and which may be 
readily sold in the secondary market at prices reflecting fair value. 

• Short-term domestic corporate promissory notes (commercial paper) payable in United States 
dollars of the highest rating assigned by a nationally recognized rating service. 
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(d) Concentration Risk 

Concentration risk is the risk of loss attributed to the magnitude of the Corporation’s investment in a 
single issuer.  Concentration limits are not established in the bond indentures and governing 
agreements for pledged investments.  The Corporation’s policies set out maximum concentration 
limits for all investment contracts and for non-pledged funds managed by an external investment 
manager. 

For investment contracts, the diversification standard is two-fold and applies to each bond indenture 
individually.  First, investment agreement providers will be limited to providing investments to the 
lesser of $50,000,000 or 25% of total financial assets.  Second, no investment agreement provider 
may hold more than 25% of the total capital reserve fund investments.  These diversification 
standards are not applicable to direct purchase investments or to acquisition funds that will be 
reduced to a maximum of $50,000,000 in the first six months of the agreement. 

Concentration to any one issuer, of non-pledged funds managed by an external investment manager, 
other than securities of the U.S. Government, its agencies or instrumentalities, is limited to 5% of the 
portfolio’s market value at the time of purchase. 

Pledged funds are invested according to the terms outlined in their respective indentures or 
governing agreements, which generally mandate the purchase of relatively short-term, high quality 
fixed income securities.  In those instances, if any, where an indenture or governing agreement is 
less restrictive than the Corporation’s investment policies for non-pledged funds, the investment will 
be made in accordance with the more restrictive investment policy. 

(e) Credit Risk 

Credit risk is the risk of loss due to the failure of the security or backer.  The Corporation mitigates 
its credit risk by limiting investments to those permitted in the investment policies, diversifying the 
investment portfolio, and pre-qualifying firms with which the Corporation administers its investment 
activities.  Additionally, for funds managed by external investment managers, the weighted average 
quality rating of the portfolio must be maintained at AA- or better as determined by Standard and 
Poor’s or the equivalent by another nationally recognized rating agency. 

The credit quality ratings of the Corporation’s investments as of June 30, 2005 as described by 
nationally recognized statistical rating organizations, are shown below.  U.S. Treasury securities and 
securities of agencies and corporations that are explicitly guaranteed by the U.S. government in the 
amount of $43,864,681 are not considered to have credit risk and therefore, are not included in the 
summary. 
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Moody’s 

 
S&P 

Investment 
Fair Value 

Securities of U.S. Government agencies and corporations: 
Aaa AAA $ 226,622,541 
Aa1 AA-  159,916 
Aa2 AA+  147,138 
Aa2 AA  98,819 
Aa2 A+  127,167 
Aa3 A+  306,978 
Aa3 A  91,894 
A1 A  521,464 
A2 A  476,478 

   228,552,395 
Money market funds:    

Aaa AAA  95,061,369 
Unrated investments:    
     Investment contracts   52,433,500 
     Asset-backed securities   7,407,634 
     Money market funds   760,744 
   60,601,878 
  $ 384,215,642 

 
(f) Custodial Credit Risk 

The Corporation assumes levels of custodial credit risk for its deposits with financial institutions, 
bank investment agreements, and investments.  For deposits, custodial credit risk is the risk that, in 
the event of a bank failure, the Corporation’s deposits may not be returned.  For an investment, 
custodial credit risk is the risk that, in the event of the failure of the counterparty, the Corporation 
will not be able to recover the value of the investment or collateral securities that are in the 
possession of an outside party.  The Corporation has not established a formal custodial credit risk 
policy for its investments. 

As of June 30, 2005 the Corporation’s bank balance of $1,374,599 is fully covered by depository 
insurance.  The Corporation had no investments registered in the name of a counterparty. 

(g) Interest Rate Risk 

Interest rate risk is the risk that the market value of investments will decline as a result of changes 
in general interest rates.  For non-pledged investments, the Corporation mitigates interest rate risk by 
structuring its investment’s maturities to meet cash requirements, thereby avoiding the need to sell 
securities in the open market prior to maturity.  For investments held in trust, investment maturities 
are structured to meet cash requirements as outlined in its bond indentures and contractual and 
statutory agreements. 
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(h) Modified Duration 

Modified duration estimates the sensitivity of an investment to interest rate changes.  The following 
table shows the Corporation’s pledged and non-pledged investments with their weighted average 
modified duration as of June 30, 2005 by investment type: 

 
  Investment 

Fair Value 
 Modified 

Duration 
Investment contracts $ 52,433,500   6.03 
U.S. Treasury securities  43,864,681   3.36 
U.S. Government agencies securities  224,493,411       0.84 
Asset-backed securities  7,407,634  13.16 
Corporate bonds  4,058,984    8.47 
Money market funds  95,822,113    0.00 
 $ 428,080,323   
Portfolio modified duration         1.83 

 
The Corporation’s investment policies require that the duration of each externally managed fixed 
income portfolio be within plus or minus 20% of the duration of the Lehman Aggregate Bond Index. 

(i) Investment Holdings Greater than Five Percent of Total Non-pooled Portfolio 

The following investment holdings, summarized by issuer, include both investments that are governed 
by the maximum concentration limits of the Corporation’s fiscal policy and investments which have 
no established concentration limits.  Investments in mutual funds and investment pools are excluded 
from this summary.  As of June 30, 2005 the Corporation has investment balances greater than five 
percent of the Corporation’s total non-pooled investments with the following issuers: 

 
Fannie Mae $ 86,567,624 20.2% 
Federal Home Loan Bank  83,177,866 19.4% 
Freddie Mac  62,125,555 14.5% 
U.S. Treasury  43,864,681 10.2% 

 
(j) Pooled Investments 

The State’s GeFONSI consists of investments in the State’s Short-term and Intermediate-term 
Fixed Income Pools.  Actual investing is performed by investment officers in the State’s 
Department of Revenue, Treasury Division.  A complete description of the investment policy for 
each pool is included in the Department of Revenue, Treasury Division, Policies and Procedures.   
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At June 30, 2005 the Corporation’s share of pool investments, reported at fair value, is as follows: 

 
 

Investment Type 

 Short-term 
Fixed Income 

Pool 

 Intermediate-
term Fixed 

Income Pool 

 Securities 
Lending 

Collateral 

  
 

Total 
Overnight sweep account $ 12,018  —  —  12,018 
Money market  —  —  131,164  131,164 
Commercial paper  689,544  —  —  689,544 
U.S. Treasury bills  522,946  —  —  522,946 
U.S. Treasury notes  454,181  3,349,131  —  3,803,312 
U.S. Treasury strips  —  70,099  —  70,099 
U.S. Government agency         
   discount notes  115,513  473,514  —  589,027 
U.S. Government agency  —  909,851  —  909,851 
Mortgage-backed  1,319,905  1,426,548  —  2,746,453 
Other asset-backed  3,701,609  358,455  —  4,060,064 
Corporate bonds  1,678,797  1,081,545  —  2,760,342 
Yankees-corporate  64,269  2,804  —  67,073 
   Total Invested Assets  8,558,782  7,671,947  131,164  16,361,893 
Pool related net assets 
(liabilities) 

  
85,746 

 
(428,923)

  
— 

  
(343,177) 

 $ 8,644,528  7,243,024  131,164  16,018,716 
 
Interest Rate Risk 
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an 
investment. 
 

Short-term Fixed Income Pool: 

As a means of limiting its exposure to fair value losses arising from increasing interest rates, 
Treasury’s investment policy limits individual fixed rate securities to fourteen months in maturity or 
fourteen months expected average life.  Floating rate securities are limited to three years in maturity 
or three years expected average life.  Treasury utilizes the actual maturity date for commercial 
paper and twelve month prepay speeds for other securities.  At June 30, 2005 the expected average 
life of individual fixed rate securities range from one day to ten months and the expected average 
life of floating rate securities range from less than one year to three years. 
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Intermediate-term Fixed Income Pool: 

Through its investment policy, Treasury manages its exposure to fair value losses arising from 
increasing interest rates by limiting the effective duration of its Intermediate-term Fixed Income Pool 
to ± 20% of the Merrill Lynch 1-5 year Government Bond Index.  The effective duration for the 
Merrill Lynch 1-5 year Government Bond Index at June 30, 2005 was 2.31 years. 

At June 30, 2005 the effective duration by investment type is as follows: 

U.S. Treasury notes  2.26 
U.S. Treasury strips  0.86 
U.S. Government agency  3.01 
Mortgage-backed  2.01 
Other asset-backed  0.84 
Corporate bonds  2.60 
Yankees-corporate  3.09 
   
Pool effective duration  2.10 

 
Credit Risk 
Credit risk is the risk that an issuer or other counter party to an investment will not fulfill its 
obligations. 

Treasury’s investment policy has the following limitations with regard to credit risk: 

With the exception of the sweep account, Short-term Fixed Income Pool investments are limited to 
instruments with a long-term credit rating of at least A3 or equivalent and instruments with a short-
term credit rating of at least A1 or equivalent.  For securities with long-term credit ratings, they may 
be purchased if the median rating of Standard & Poor’s, Moody’s and Fitch is A3 or equivalent.  
Asset-backed and non-agency mortgage securities may only be purchased if rated by one of the 
rating agencies mentioned above if they are rated AAA.  Unexpected daily cash surpluses that arise 
in this pool are invested overnight in the custodian’s repurchase agreement sweep account.  
Treasury does not have a policy to limit credit risk associated with the sweep account. 

Intermediate-term Fixed Income Pool investments are limited to securities with a long-term credit 
rating of at least BBB3 or equivalent and securities with a short-term credit rating of at least A1 or 
equivalent.  For securities with long-term credit ratings, they may be purchased if the median rating 
of Standard & Poor’s, Moody’s and Fitch is BBB3 or equivalent.  Asset-backed and non-agency 
mortgage securities may only be purchased if rated by one of the rating agencies mentioned above if 
they are rated AAA. 
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At June 30, 2005 the State’s Pools consisted of investments with credit quality ratings issued by 
nationally recognized statistical rating organizations as follows (using Standard and Poor’s rating 
scale): 

 
 

Investment Type 

  
 

Rating1 

  
Short-term Fixed 

Income Pool 

 Intermediate-
term Fixed 

Income Pool 
Commercial paper  A    8%  — 
U.S. Government agency       
   discount notes  Not Rated    1%    7% 
U.S. Government agency  Not Rated     13% 
Mortgage-backed  AAA   15%    6% 
Mortgage-backed (agency)  Not Rated  —   11% 
Other asset-backed  AAA   39%    4% 
Other asset-backed  A    3%    1% 
Corporate bonds  AAA    1%    1% 
Corporate bonds  AA   11%    2% 
Corporate bonds  A    9%    6% 
Corporate bonds  BBB  —    6% 
Yankees – corporate  A    1%  — 
No credit exposure     12%   43% 
    100%  100% 
1Rating modifiers are not disclosed. 

 
At June 30, 2005 the securities lending collateral is invested in a registered 2(a)-7 money market 
fund that is not rated. 

Concentration of Credit Risk 
Treasury’s policy with regard to concentration of credit risk is to prohibit the purchase of more than 
five percent of a pool’s holdings in corporate bonds of any one company or affiliated group.  At June 
30, 2005 the Corporations has more than five percent of its investments in Federal Home Loan 
Mortgage Corporation and Federal National Mortgage Association as follows: 

 
   

 
Fair Value 

 Percentage 
of Total 

Investments 
     
Federal Home Loan Mortgage Corporation $ 1,012,147  6% 
Federal National Mortgage Association  1,317,984  8% 
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(k) Securities Lending 

Alaska Statute 37.10.071 authorizes the Commissioner of Revenue to lend assets, under an 
agreement and for a fee, against deposited collateral of equivalent fair value.  The Commissioner 
entered into an agreement with State Street Corporation (the Bank) to lend securities in the Short-
term and Intermediate-term Fixed Income Pools.  The Bank, acting as the Commissioner’s agent 
under the agreement, transfers securities to broker agents or other entities for collateral in the form 
of cash or securities and simultaneously agrees to return the collateral for the same securities in the 
future. 

At June 30, 2005 and 2004 the fair value of securities on loan allocable to the Corporation total 
$127,551 and $3,243,043, respectively. 

There is no limit to the amount that can be loaned and the Commissioner is able to sell securities on 
loan.  Loans are collateralized at not less than 102 percent of their fair value.  Loaned securities and 
collateral is marked to market daily and collateral is received or delivered the following day to 
maintain collateral levels. 

Cash collateral is invested in a registered 2(a)-7 money market fund.  Maturities of investments in 
the money market fund generally do not match the maturities of the loaned securities because the 
lending agreements are terminable at will.  Collateral securities may be pledged or sold upon 
borrower default.  Since the Commissioner does not have the ability to pledge or sell the collateral 
securities unless the borrower defaults, they are not recorded in the financial statements.  Securities 
under loan, cash collateral and cash collateral payable are recorded in the financial statements at fair 
value.  The Bank, the Corporation and the borrower receive a fee from earnings on invested 
collateral.  The Bank and the Corporation share a fee paid by the borrower for loans not 
collateralized with cash. 

There is limited credit risk associated with the lending transactions since the Commissioner is 
indemnified by the Bank against any loss resulting from counterparty failure or default on a loaned 
security or its related income distributions.  The Bank further indemnifies the Board against loss due 
to borrower rebates in excess of earnings on cash collateral.  Indemnifications are subject to 
limitation relating to war, civil unrest or revolution, or beyond the reasonable control of the Bank. 

For the year ended June 30, 2005 there are no losses incurred as a result of securities lending 
transactions and there were no significant violations of legal or contractual provisions nor failures by 
any borrowers to return loaned securities. 
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(4) Restricted Loans  Receivable  

A summary of restricted loans receivable, all of which are installment loans to individuals, at June 30 follows: 

  2005  2004 
     

Alaska Supplemental Loans $ 530,602,317  534,089,988 
Teacher Education Loans  8,589,552  9,062,785 
Family Education Loans  8,286,656  9,122,020 
Federal Family Education Loans  43,637,930  24,973,470 

 $ 591,116,455  577,248,263 
 

The loan portfolio summarized by loan status at June 30 follows: 

  2005  2004 
     

Enrollment $ 106,278,743  101,318,896 
Grace  26,197,292  27,699,282 
Repayment  394,206,964  384,615,869 
Deferment  64,433,456  63,614,216 

 $ 591,116,455  577,248,263 
 

Loans awarded and not disbursed at June 30, 2005 and 2004 total $13,624,374 and $13,511,526 respectively. 

Included in loans receivable are $392,800 and $450,894 of loan warrants issued but not yet redeemed by the 
borrowers at June 30, 2005 and 2004, respectively.  Redemption is contingent upon the borrowers meeting 
certain eligibility requirements. 

Restricted loans receivables are pledged to the Corporation’s outstanding bonds. 
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(5) Allowance for Doubtful Loans  

A summary of the activity in the allowance for doubtful loans at June 30 follows: 

  2005  2004 
     

Balance at beginning of period $ 99,333,011  96,229,397 
Provision for loan losses  5,048,581  4,439,205 
Net loans charged off  (1,025,534)  (1,335,591)
Balance at end of period $ 103,356,058  99,333,011 

 
(6) Allowance for Forgiveness 

As described in note 2, the Corporation disburses loans of which principal and interest become eligible for 
forgiveness under certain conditions. 

A summary of the activity in the allowance for forgiveness at June 30 follows: 

 
  2005  2004 
     

Balance at beginning of period $ 2,396,055  2,292,031 
Provision for forgiveness  736,098  418,148 
Forgiveness granted  (487,167)  (314,124)
Balance at end of period $ 2,644,986  2,396,055 
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(7) Bonds Payable  

 (a) Bonds payable at June 30 consist of the following: 

 Amount outstanding 
  Original     
  Amount  2005  2004 

Outstanding under the 1988 Master Indenture:       
       
1994 Series A Student Loan Revenue Bonds        
   serial bonds $ 50,000,000  —  19,680,000 
1995 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 5.5% to 5.75%, due 2006 to 2009  55,000,000  21,920,000  29,270,000 
1996 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 5.75% to 6.35%, due 2006 to 2013  38,000,000  28,500,000  31,000,000 
1997 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 5.15% to 5.75%, due 2006 to 2015  75,000,000  69,000,000  73,000,000 
1998 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 4.6% to 5.3%, due 2006 to 2016  88,570,000  50,000,000  60,000,000 
1999 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 4.4% to 5.45%, due 2006 to 2017  40,000,000  34,750,000  36,750,000 
2000 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 5.3% to 6.05%, due 2006 to 2018  32,140,000  31,645,000  32,140,000 
   term bonds, 6.0%, due July 1, 2016  7,860,000  7,860,000  7,860,000 
2001 Series A Student Loan Revenue Bonds        
   serial bonds, fixed rates ranging       
   from 3.95% to 4.65%, due 2006 to 2011  33,345,000  24,275,000  33,345,000 
 $ 419,915,000  267,950,000  323,045,000 
Less bond discounts    —  (14,812)
   Sub-total 1988 Master Indenture   $ 267,950,000  323,030,188 
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 Amount outstanding 
  Original     
  Amount  2005  2004 

Outstanding under the 2002 Master Indenture:       
       
2002 Series A and B Education Loan Revenue Bonds        
   auction variable rate bonds, due 2011 to 2037  $ 62,500,000  36,100,000  62,500,000 
2003 Series A-1 and A-2 Education Loan Revenue Bonds        
   auction variable rate bonds, due 2011 to 2038   47,000,000  47,000,000  47,000,000 
2004 Series A-1, A-2, A-3 Education Loan Revenue Bonds       
   auction variable rate bonds due 2044  93,100,000  93,100,000  93,100,000 
   serial bonds, fixed rate ranging        
   from 5.0% to 5.25%, due 2011 to 2017  22,015,000  22,015,000  22,015,000 
 $ 224,615,000  198,215,000  224,615,000 
Plus bond premium    863,098  934,957 
   Sub-total 2002 Master Indenture   $ 199,078,098  225,549,957 
       
Outstanding under the 2004 Indenture:       
       
2004 Series A Capital Project Revenue Bonds        
   serial bonds, fixed rates ranging        
   from 2.0% to 4.0%, due 2006 to 2017 $ 69,910,000  63,945,000  69,910,000 
   term bonds, 4.0%, due July 1, 2018  5,230,000  5,230,000  5,230,000 
 $ 75,140,000  69,175,000  75,140,000 
Plus bond premium    2,152,999  2,318,476 
   Sub-total 2004 Indenture   $ 71,327,999  77,458,476 
       
Outstanding under the 2005 Indenture:       
       
2005 Series A State Projects Revenue Bonds       
   serial bonds, fixed rates ranging        
   from 5% to 5.5%, due 2006 to 2014 $ 88,305,000  88,305,000  — 
Plus bond premium    5,757,058  — 
   Sub-total 2005 Indenture   $ 94,062,058  — 
       
Total Bonds Payable  $ 807,705,000  623,645,000  622,800,000 
   Plus bond premium    8,773,155  3,238,621 
   $ 632,418,155  626,038,621 
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(b) The minimum payments and sinking fund installments for the five years subsequent to June 30, 2005 
and thereafter are as follows: 

Period ending       
June 30  Principal  Interest  Total 

       
2006 $ 53,475,000  25,492,408  78,967,408 
2007  35,150,000  24,060,291  59,210,291 
2008  38,880,000  22,367,346  61,247,346 
2009  38,995,000  20,574,343  59,569,343 
2010  39,045,000  18,641,526  57,686,526 
2011-2015  225,595,000  57,975,595  283,570,595 
2016-2020  48,605,000  22,563,770  71,168,770 
2021-2044  143,900,000  82,166,806  226,066,806 

 $ 623,645,000  273,842,085  897,487,085 
 

(c) The 1988 and 2002 Master Indenture Bonds are private activity bonds.  The 2004 and 2005 
Indenture Bonds are not private activity bonds.  All of the bonds pay interest semiannually.  The 
bonds are secured by education loans and other assets of the Corporation and are not obligations of 
the State. 

All of the bonds are subject to certain early redemption features, both mandatory and at the option 
of the Corporation.  In addition, the bond indentures contain covenants relative to restrictions on 
additional indebtedness. 

All of the bonds outstanding under the 1988 Master Indenture are insured by Ambac Assurance 
Corporation.  The 2004 Capital Project Revenue Bonds outstanding under the 2004 Indenture are 
insured by MBIA Insurance Corporation.  The 2005 State Projects Revenue Bonds outstanding 
under the 2005 Indenture are insured by Financial Security Assurance, Inc. 

(d) On May 19, 2004 the Corporation issued $115,115,000 in education loan revenue bonds, of which 
$13,055,000 was for the purpose of refunding the outstanding 1994 Series A bonds and $26,400,000 
was for the purpose of refunding a portion of the Series 2002 A bonds, both at par. 

The 1994 Series A refunding occurred on July 1, 2004.  The refunding portion of the Series 2004 A-
2 bonds was issued as auction variable rate certificates in which the interest is reset every 35 days 
and the principal payment due June 1, 2044.  The initial interest rate on the Series 2004 A-2 bonds 
was 1.18%.  The refunded 1994 Series A bond’s interest rates were fixed rates ranging from 
5.875% to 6% and were due in level debt service payments, with the final payment due July 1, 2007.  
The refunding resulted in aggregate debt service payments over the next seven years in a total 
amount of approximately $700,000 less than the debt service payments which would have been due 
on the refunded bonds.  Based on the Series 2004 A-2 bonds’ initial interest rate of 1.18%, there will 
be an estimated economic gain of $740,000. 
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The Series 2002 A refunding occurred on August 16, 2004.  The refunding portion of the Series 
2004 A-1 was issued as auction variable rate certificates in which the interest is reset every 35 days 
and the principal payment due June 1, 2044.  The initial interest rate on the Series 2004 A-1 bonds 
was 1.20%.  The refunded Series 2002 A bonds were issued as auction variable rate certificates in 
which the interest rate reset every 35 days and the principal payments were due June 1, 2009 and 
2010.  The refunding was effected to extend the maturity dates of these bonds to June 1, 2044.  
There is no expected economic gain or change in debt service payments over the next six years. 

(e) On July 1, 2005 the Corporation will call all outstanding Series 1995 A Bonds at par in the amount of 
$15,900,000. 

(f) On July 28, 2005 the Corporation will issue $58,250,000 of Education Loan Revenue Bonds, Senior 
2005 Series A, to finance education loans.  The bonds will be issued with fixed interest rates ranging 
from 4% to 5%. 

(8)  Arbitrage Rebate Payable  

In connection with the Corporation’s tax-exempt bond issues, the Corporation is subject to rebatable 
arbitrage when bond proceeds are invested in investments and education loans.  Interest income from 
investments and education loans is limited by the U.S. Treasury regulations.  The amount accrued for 
arbitrage rebate liability at June 30, 2005 and 2004 represents the amount of arbitrage rebate due to the 
federal government for excess earnings on the bond proceeds. 

(9) Student Loan Interest and Special Allowance on Federally Guaranteed Loans  

The U.S. Department of Education makes quarterly interest subsidy payments on behalf of qualified 
borrowers until the borrower is required under provisions of the Higher Education Act to begin repayment.  
Repayment on Stafford education loans normally begins within six months after borrowers complete their 
course of study, leave school, or cease to carry at least one-half the normal full-time academic load as 
determined by the educational institution.  Repayment of PLUS loans normally begins within sixty days from 
the date of loan disbursement unless a deferment of payments has been granted.  In these cases, full 
repayment of principal and interest would resume at the expiration of the deferment.  Interest accrues 
during this deferment period. 

The U.S. Department of Education provides a special allowance payment to lenders participating in the 
Stafford, PLUS, and Consolidation loan programs.  Special allowance is paid based on a rate that is 
established quarterly.  For loans first disbursed after June 30, 1999 and financed with obligations issued after 
October 1, 1993, the rate is based on the average rate established in the auction of the three-month Financial 
Commercial Paper, plus a predetermined factor, less the interest rate on the loan.  Loans made or purchased 
with funds obtained through the issuance of tax-exempt obligations issued before October 1, 1993 are 
eligible for one-half of the special allowance rate, subject to a minimum return of 9.5%.  Loans originated or 
purchased with funds obtained through the issuance of tax-exempt obligations originally issued after October 
1, 1993 are eligible for full special allowance and are not subject to a minimum return. 
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(10) Retirement Plan 

Effective July 1, 1997, the Commission adopted the provisions of Government Accounting Standards Board 
Statement No. 27 (GASB 27), Accounting for Pensions by State and Local Government Employers.  
There was no impact on the financial statements as a result of GASB 27. 

(a) Plan Description 

The Commission and its employees partic ipate in the State of Alaska Public Employees’ Retirement 
System (PERS), as a defined benefit, agent multiple -employer public employee retirement system 
which was established and is administered by the State to provide pension, post-employment 
healthcare, and death and disability benefits to eligible employees.  All full-time employees are 
required to participate in PERS.  Benefit and contribution provisions are established by State law 
and may be amended only by the Legislature. 

Employees hired prior to July 1, 1986, with five or more years of credited service, are entitled to 
annual pension benefits beginning at normal retirement age fifty-five or early retirement age fifty.  
For employees hired after June 30, 1986, the normal retirement age is sixty and the early retirement 
age is fifty-five.  The normal annual pension benefit for the first ten years of service is equal to 2% 
per year of the member’s highest three-year average yearly compensation, 2.25% per year for the 
second ten years of service, and 2.5% per year thereafter.  All service earned prior to July 1, 1986 
is calculated using the 2% multiplier.  Employees with thirty or more years of credited service may 
retire at any age and receive a normal benefit.  Major medical benefits are provided without cost to 
all retirees first hired before July 1, 1986.  Members with five or more years of credited service first 
hired after June 30, 1986, but before July 1, 1996, may elect major medical benefits.  Members first 
hired after June 30, 1996 must have at least ten years of credited service to be eligible to elect major 
medical benefits. 

Each fiscal year, PERS issues a publicly available financial report that includes financial statements 
and required supplementary information.  That report may be obtained by writing to the State of 
Alaska, Department of Administration, Division of Retirement and Benefits, P.O. Box 110203, 
Juneau, Alaska 99211-0203 or by calling (907) 465-4460. 

(b) Fund Policy and Annual Pension Cost 

Employees are required, by State statute, to contribute 6.75% of their gross wage to the plan.  The 
funding policy for PERS provides for periodic employer contributions at actuarially determined rates 
that, expressed as a percentage of annual covered payroll, are sufficient to accumulate sufficient 
assets to pay benefits when due.  Covered payroll for the period ended June 30, 2005 is 
approximately $4,380,312 constituting substantially all of the Commission’s payroll. 
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The Commission’s annual pension cost for the current year and the related information is as follows: 

Contribution rates:   
 Employee    6.75% 
 Employer  12.65% 
   
Annual pension cost to date $ 554,355 
Contributions made $ 554,355 
   
Actuarial valuation date  June 30, 2004 
Actuarial cost method  Projected unit credit 
Amortization method  Level percentage of pay 
Amortization period  25-year Fixed 
Asset valuation method  5-year smoothed market 
   
Actuarial assumptions:   
 Inflation rate    3.50% per year 
 Investment return    8.25% per year, compounded annually,   

             net of expense. 
Projected salary increase:   
 Inflation    3.50% 
 Productivity and merit    2.00% 
   
Health cost trend  14.00% 

 
In the current year the Commission determined, in accordance with provisions of GASB 27, that no pension 
liability (asset) existed to PERS and there was no previously reported liability (asset). 

(11) Commitments and Contingencies 

(a) Operations 

The Commission included approximately $10,600,500 in its budget for fiscal year 2006 as 
reimbursement from the Corporation for administrative and capital expenses incurred on the 
Corporation’s behalf.  Amounts paid by the Corporation will be subject to revision based upon actual 
expenses incurred by the Commission. 

(b) Payment to the State of Alaska 

During fiscal year 2000 the Legislature passed a bill that allows the Corporation to pay the State a 
return of contributed capital or dividend annually based on net income.  If the Corporation’s Board 
of Directors elects to make such a payment, the amount may not be less than 10%, nor greater than 
35%, of the Corporation’s income before transfers when it equals or exceeds $2,000,000 for the 
Base Fiscal Year.  The Base Fiscal Year is defined as the fiscal year ending two years before the 
end of the fiscal year in which the payment is made. 
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On September 13, 2004 the Corporation’s Board of Directors approved a $3,100,000 Return of 
Capital payment to the State which will be paid during the fiscal year 2006. 

During fiscal year 2004 the Legislature passed a bill allowing the Corporation an additional means to 
pay the State a return of contributed capital.  The Corporation has issued $160,000,000 of capital 
project bonds, the proceeds of which are for use in various financial State capital projects. 

(c) State Permanent Fund Dividend Seizure 

The Alaska Permanent Fund (Permanent Fund) is a fund held and managed by the State and was 
established in the Alaska State Constitution in 1976.  The State deposits a percentage of oil and gas 
royalties into the Permanent Fund.  By statute, the State pays a portion of the earnings of the 
Permanent Fund (PFD) annually to individuals who apply and meet certain residency requirements, 
provided that sufficient funds are available for payment.  The annual PFD paid to each eligible 
resident for the years 2004 and 2003 was $920 and $1,108 respectively.  There can be no assurance 
that payments will continue.  PFD payments could be eliminated or reduced by an amendment to the 
Alaska Statutes.  The Commission may seize a borrower’s Permanent Fund Dividend (PFD) 
payment, if any, to satisfy the balance of a defaulted loan pursuant to Alaska Statutes 14.43.145 and 
43.23.067.  To do so, the Commission issues certified claim letters to all borrowers of defaulted 
loans applying for PFDs, notifying them of the Commission’s claim.  The Commission has seizure 
priority over all other executors except State child support enforcement and any court ordered 
restitution.  There is no assurance that any particular borrower will apply or qualify for a PFD 
payment. 

PFD seizures collected by the Commission were approximately $3,400,000 and $4,900,000 for the 
years ended June 30, 2005 and 2004, respectively. 

The Legislature and the Governor have, from time to time, considered various alternative measures 
including reducing or restricting the size of the PFD.  The Corporation cannot predict whether any 
such measure will be enacted or the impact any such measure would have on loan collections 
through PFD seizures. 

(d) General 

The education loan program has traditionally been the subject of legislative action by the State.  The 
laws governing the program have been amended from time to time and will continue to be the 
subject of legislative proposals calling for further amendment.  The effect, if any, on the program 
cannot be determined. 

The Corporation is subject to interest rate risk relating to its variable rate bonds and the loans funded 
with bond proceeds.  The bonds are subject to an interest rate cap of 14% while the loans are 
subject to an interest rate cap of 8.25% to 9.5% depending on the loan type.  The Corporation has 
various strategies available to manage the risk that the bond rate may rise above the loan rate cap. 
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(12) Subsequent Events  

(a) On July 1, 2005 the Corporation will call all outstanding Series 1995 A Bonds at par in the amount of 
$15,900,000. 

(b) On July 28, 2005 the Corporation will issue $58,250,000 of Education Loan Revenue Bonds, Senior 
2005 Series A to finance education loans.  The bonds will be issued with fixed rates ranging from 
4% to 5%. 




